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EXAMINERS REPORT AND PROPOSAL FOR DECIS ON
STATEMENT OF THE CASE

This is the application of Questa Energy Corporation (herein after referred to as “Quedta’) to
request the Commissionto recal culatethe assigned dlowablefor its Pan Royalty Lease (193436) Well No.
1109 for the months of February, March and April 2003. Questa believes that the Commission failed to
properly utilize asubsequent G-10 Well Test that would have resulted in ahigher allowable for the subject
well during that time. ConocoPhillips believes the Commission acted appropriately in not using the G-10
Wil Test as ConocoPhillips believes the Commission is prohibited from doing so pursuant to the specid
fied rulesfor the Panhandle, West Field.
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DISCUSSION OF THE EVIDENCE

APPLICANT'SEVIDENCE

The Panhandle, West Field was discovered in 1933 at gpproximately 4,200 subsurface depth.
It isavery large gas field withamultitude of operators and wells. The prescribed gaswell dengity is 640
acres. Theallocation formulaisbased on 67% acreage times SIWH (shut-in wellhead pressure) and 33%
TMP (Twelve Month Peak).! There are severd specid field rulesthat specifically addressgaswell testing,
the use of various Commission Gas Well Forms (G-1, G-10), Market Demand Forms (MD-1) and Gas

Well Capability (GC-1).

The filing of various Commisson forms do have consequences if not filed timey. The Questa
Energy, Pan Royalty Lease Wdll No. 1109isadirectionally drilled well completed on a6.45 acrerailroad
right-a-wayin Section 109.2 Theremainder of Section 109 isassigned to the ConocoPhillips, Mixon Lease
Wil No. 1. Thefollowing events occurred:

12/16/02 The subject well was completed

12/23/02 Initid G-10 well test run on the well (tested at 98 MCFD)

01/13/03 G-10 Test and G-1 Completion Forms filed in the Commission’s Didrict Office
02/10/03 Second G-10 test was run on the well (tested at 465 MCFD after fracture stimulation)
02/18/03 G-10 Test Form filed with Commisson’s Austin Office

The Commission requiresthat the Completion Form G-1 befiled within 30 days of the completion
date, i.e. date the well was perforated. Initid G-10 tests may be back dated 15 days, not prior to the
completion date as indicated on the G-1. Subsequent G-10 retests may be back dated 15 days from the
date received by the Commission but not prior to the actuad test date. For the subject well, the initid
dlowable was made effective December 30, 2002. For the G-10 Retest submitted theassigned dlowable,
according to Commission Rules, should have been effective the date of the retest February 10, 2003 (the
actual test date).

Commencing with the assgned alowable on December, 30 2002, the Commission assigned the
98 MCFD, as shown on the initid G-10 test, asthe “capability” for the well and continued to assign the
98 MCFD as the capability through April 2003. Commencing in May 2003, the capability of thewell was
increased to 475 MCFD pursuant to Special Field RuleNo. 7(a)(5). From Juneforward the Commission

1 The TMP meansfor each well in the Field, the month with the highest average daily gas production for such well during
any of themost recent twelve months of production reported to the Commission (from the Final Order in O& G 10-0219190 effective
November 16, 1999, Findings of Fact No. 5.a.).

2 Theright-a-way |ease took its size and shape on March 11, 1930 some three years before the discovery date of thefield.
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assigned aTMP of 502 MCFD. Commencing in June 2003, Questavoluntarily started under-producing
the well to make up the overage. As of November 2003, the overage had been reduced from a high of
32,642 MCF to 1210 MCF.

Questa asserts the Commission should have used itstimely filed G-10 retest of 465 MCFD after
fracture stimulation in February 2003 for capability determination instead of continuing to use the 98
MCFD tha was ds0 timely filed after completion of the well. Questa requests that only the February
through April 2003 alowables be recaculated usng 465 MCFD ingtead of the 98 MCFD. GasRule 7
of the specid field rules address the issue a hand:

7(3a(3)

Twelve Month Peak (TMP) means for each well in the Field, the highest daily gas production for well during
any of the most recent twelve months of production reported to the Commission. The TMP for each well is
determined by dividing the reported monthly production for the well by the number of days in the respective
monthfor each of the most recently reported twelve months of production. The calender month from which the
TMPis determined may vary from well to well. A well which isfirst produced from the field after the
effective dateof thisrule, or awell which hasnot produced from thefield during the most recent twelve
monthsof production, shall fileaG-10test and itsTM P shall beequal toitsdeliver ability asdeter mined
by the deliverability test on file with the Commission for the first three Allowable Months after the
month in which the well commenced or recommenced production. (emphasis added)

7(a)(5)

Well Capability means awell’s highest daily production during any of the most recently reported production
months and is determined by dividing the reported monthly production for the well by the number of daysin
the respective month for each of the most recently reported six months of production. The Well Capability for
the “n” alowable (Rule 31(k)1 and Rule 31(k)2 wells shall be equal to the most recently reported months
production divided by the number of days in that month. Potential and deliverability tests of gas wells
(Statewide Rule 28, Railroad Commission Form G-10) shall not be utilized for calculating Well
Capability, except awell which isfirst produced in thefield after the effectivedate of thisrule, or awell
which has not produced from the field during the most recent twelve months of reported production,
shall file a G-10 test and shall have a well capability equal to its deliverability as determined by the
deliverability test on file (G-10) with the Commission for the first three Allowable Months after the
month in which the well commenced or recommenced production. (emphasis added) A well which hasa
TMP, capability, and six consecutive months of production of 100 mcf per day or less will be assigned an
administrative special allowable pursuant to subsection (h) of Statewide Rule 31.

Questa asserts that the Specid Field Rule 7 does not prohibit the filing of subsequent G-10 tests
during the time that the TMP (using twelve months) or the Well Capability (using six months) has not
received sufficient actud reported production for a determination. A G-10 retest is not the same as the
capability reported on a Form GC-1:3 Specid Field Rule 7(c)(3) specificaly addresses this:

7©)(3)

8 The GC-1 is the Commission’ s Substitute Capability Determination Rule 31(e)(2). The MD-1 is the Commission’s
Optional Operator Forecast Rule 31(d)(D).
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Railroad Commission Forms MD-1 and GC-1 shall not be utilized in determining either reservoir allowable or
monthly well allowable.

Questa proposes that only the alowable for the three months be reca culated for the subject well.
Though per well dlowables are derived from the monthly reservoir dlowable determination, the impact
from the re-cdculation on the field asawhole is minuscule and would not effect the alowables assgned
to other wellsin the field during the February through April 2003 time period. Though the overproduction
has been essentialy made-up, Questarequeststhat atotal of 5579 MCF of underproduction be assigned
to the subject well that may be produced in the future subject to the Commission’s balancing periods.

MONTH ALLOWABLE WITH ALLOWABLE RECALCULATED
RE-TESTG-10 | WITH ORIGINAL G- ALLOWABLE
MCF 10 RELIEF
[@465] MCF MCF
[@98]
Feb - 03 7198 5513 1685
Mar - 03 8548 6838 1710
Apr - 03 6017 3833 2184
Total 5579

Questa points out the Commission Statewide Rule 28(d) statesin part “... If the ddiverability of
awdl increases, aretest must be conducted in the manner specified in this section and must be reported
on Form G-10 before the deliverability of record will beincreased.” The specid field rulesfor the subject
field do not prohibit G-10 retests.

Questa believes that ConocoPhillip’s assertion that the reason for the subject wells alowable
problem isthe lease sze (only 6.45 acres) in afied which requires 640 acre density is the pot calling the
kettle black. Thisisalegd tract that took its present Sze and shape before the field was discovered.
Indeed, it gppearsthat Phillips has been claiming 640 acresfor its Mixon well snce that well’ s completion.
The Mixon wdl isthe other wdl in this section which includes Questal s 6.45 acresright-of-way tract. For
proration purposes, Phillips has been claming this 6.45 acres it did not have alease on since 1985. The
origind W-1 for the Mixon well shows 633.28 acres.*

PROTESTANT'SEVIDENCE

ConocoPhillips asserts that Specia Field Rule No. 7 does not alow for substitute G-10's for
capability purposes. ConocoPhillips assarts that Questadid not timely file some of its Commission forms.

4 Subsequent to the hearing ConocoPhillips filed a substitute P-15 showing 633.28 acres.
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Further, the subject allowable issue would not exist if Questahad alarger unit, i.e. a6.45 acretractina
field that has prescribed proration units density of 640 acres.

ConocoPhillipsarguesthat the Commission’ sProration Department could not usethe Retest G-10
as a capability determination because it is not authorized by the specid field rules. The Commisson’s
proration system performed asit should have and the assigned alowables for the subject well are asthey
should be. In retrospect, Questa should have fracture stimulated its well beforeit filed itsinitia G-10 for
the subject well. Because the specid field rules prohibit the filing of subsequent G-10 retests, Questa is
just stuck with theinitid 98 MCFD G-10 it filed.

Conoco Phillips argues that the Specid Fidd Rule 7(c)(1) specificaly prohibits the filing of
subdtitute capability asprescribed by Statewide Rule 31(e)(2) which states*” ... An operator may submit
a substitute capability determination for any well in a prorated field that represents the maximum
monthly production capability of thewell under normal operating conditionsfor a specific six month
period.” However, Specid Field Rule 7(c)(1) states” Statewide Rule 31(d) and 31(€) are not applicable
tothefidd.” ConocoPhillipsassartsit wasthefiling of subdtitute capakility retestsin the subject field which
caused the 1999 hearing and the subsequent rules adopted by the Commission.

EXAMINERS OPINION

The examiners recommend that Questa' s gpplication be gpproved. The Specid Field Rulesfor
the Panhandle, West Gas Field do not prohibit thefiling of G-10's (initid or re-test purposes). Finding of
Fact No. 5 contained in the Final Order 10-0219190 addresses the TMP and G-10testing. Specificaly
Finding of Fact 5(g) states “... Use of TMP ingtead of G-10's will diminate for most (emphasis added)
operators in the field the requirement of G-10 well tedts...”. Thefinding usestheterm most operatorsand
not all operators.

Subsequent G-10's may befiled as evidenced by Finding Of Fact 7: “Although operators will no
longer be required to conduct G-10 tests, pressureisafactor in thefield alocation formulaand operators
should have the option of conducting a pressure test of their wells and reporting the pressure on Form G-
10.” Two matters are evident: 1) operatorswill nolonger berequired to conduct G-10 tests, but are not
prohibited from performing G-10tests; and 2) because pressureispart of thealocation formula, operators
have the option to conduct pressure tests and report the pressure on Form G-10. Accordingly as the
pressure changes, an operator can retest becauseit isnecessary inthedlowable caculation. Likewise, the
deliverability of a wel is part of the alocation formula and necessary for the alowable caculation.
Therefore, aretest can be performed and this most up-to-date information should be used to cadculate the
dlowables.

Fndly, Finding of Fact No. 8(€), inthe Fina Order 10-0219190, dtates”... For new wellsor wells
which have not produced from the field during the most recent twelve months of production, the operators
must submit aG-10 test to be used asthewe |’ s capability and the TMPfor thefirgt three allowable months
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after the month in which the well commenced or recommenced production.” Specid Field Rule 7 in both
§(a)(3) and §(a)(5) track this same language.

If subsequent G-10 testing is not alowed, operators will be penalized for enhancing production.
An example is awdl| that has been producing for 8 or 9 months. An operator decidesto fracture stimulate
the well and the ddiverahility of thewel| isenhanced severd fold. According to ConocoPhillip’sargument,
the operator of thewell can not filearetest G-10 to show theincreased deliverability/capability of thewell.
The operator would have to over produce the well for severa months until that higher production is
reported to the Commission and the TMP picksit up. The operator would then be in an overproduced
gtuation because the alowable cdculated from the TMP will commencein subsequent monthsand will be
pendized for the overproduction. For the Commission proration systemtowork effectively and efficiently,
the most accurate and timely operator/wdl information is required. Questa, nor any operator, should be
pendized for the timing of awel simulation program.

The 1999 hearing (O& G Docket No. 10-0219190) resulted as a necessity because of operator
misuse and/or abuse of the Commission’s Genera Statewide Rules for gas related rules being applied to
the subject field for the determination of the assgnment of gaswell dlowables. Finding of Fact 8(f) Sates.
“The proposed system uses actua production to determine well capability thereby eliminating the need for
GC-1's...”. Asprevioudy dtated, the GC-1 isasubgtitute capability form. However, thefiling of thisform
resultsin awell capability that overridesthe proration system for aperiod of 6 months regardiess whether
or not awell can continueto producetheindicated ddiverability rate. ConocoPhillipsisattempting to draw
apadld between aG-10re-test and the GC-1 and cometo the same conclusion. Thetwo arecompletely
different.

Findly, the dlocation formula for the subject field does take into account acreage as afactor and
the calculated allowables assigned to short acre tracts is adjusted accordingly.

FINDINGS OF FACT

1 Notice of thishearing was provided to dl offset operatorsin the subject field at least ten (10) days
prior to the subject hearing.

2. The Panhandle, West Field was discovered in 1933 at gpproximately 4,200" subsurface depth.
a The prescribed gas well dengity is 640 acres.

b. The dlocation formulais based on 67% acreage times SI\WH (shut-in wellhead pressure)
and 33% TMP (Twelve Month Peak).

3. The Questa Energy, Pan Royalty Lease Wdl No. 1109 isadirectiondly drilled well completed on
a6.45 acrerailroad right-a-way tract in Section 109 Survey in Moore County. The remainder of
Section 109 is assigned to the ConocoPhillips, Mixon Lease Well No. 1.
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4, The Questa Energy, Pan Royalty Lease Well No. 1109 was completed on December 16, 2002.
a Theinitia G-10 well test run on the well December 23, 2002 (tested at 98 MCFD).

b. The G-10 Test and G-1 Completion Form was filed in the Commisson’s Didrict Office
on January 13, 2003.

C. A G-10 re-test was run on the well February 10, 2003 (tested at 465 MCFD after
fracture simulation).

d. The G-10 re-test Form wasfiled with Commission’ s Austin Office on February 18, 2003.

e The Commissionassignedinitia alowableof 98 M CFD was made effective December 30,
2002 and continued to assign the 98 MCFD as the capability through April 2003.

5. The Commission failed to use the Questa Energy timely filed G-10 retest of 465 MCFD after
fracture stimulation in February 2003 for cgpability determination.

a Commencingin June 2003, QuestaEnergy voluntarily started under-producing the subject
well to make up overproduction. As of November 2003, the overage had been reduced
from a high of 32,642 MCF to 1210 MCF.

6. Recdculation of the dlowable for the Questa Energy, Pan Royalty Lease for the months of
February, March and April 2003 results in an additiond 5579 MCF which should have been
assigned to the subject well.

7. Specia Fied Rule No. 7 of the Panhandle, West Field rules Final Order O& G 10-0219190,
effective November 16, 1999) doesnot prohibit thefiling of subsequent G-10 testsduring thetime
that the TM P program(using twelve months) or the Well Capability program (using six months) has
not received sufficient actud reported production for an dlowable ateration/determination.

8. The dlocation formula for the subject field uses acreage as a factor in determining gas well
dlowables.

CONCLUSIONSOF LAW

1. Proper notice was timely given to dl parties entitled to notice pursuant to applicable statutes and
rules.
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2. All things have occurred and have been accomplished to give the Commission jurisdiction in this
case.

3. Recd culation of the dlowable for the Questa Energy, Pan Roydty Lease in the Panhandle, West

FHed for the period of February, March and April 2003 will not cause waste and will protect
corrdative rights of the minerd interest owners of the Pan Roydty Lease,

EXAMINERS RECOMMENDATION

Based on the above findings and conclusions, the examiners recommend that the gpplication of
QuestaEnergy Corporation to reca cul ate the assigned dlowablefor its Pan Royalty L ease (193436) Wl
No. 1109 for the months of February, March and April 2003 and assign 5579 MCF to the |ease subject
to Commission balancing rules from the date of assignment be approved as set out in the attached Find
Order.

Respectfully submitted,

Thomas H. Richter, P.E.
Technica Hearings Examiner
Office of Generd Counsd

Mark Hemudler
Hearings Examiner
Office of Generad Counsd



